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Taxes—What for and on Whom?—II 


The second of two articles on taxation. 


Last week we presented a discussion of basic principles 
of taxation. We now go on to a consideration of specific 
types of taxation, with the issues involved. 


The Federal Income Tax 


The Sixteenth Amendment, which settled the legality 
of taxing the incomes of persons and corporations, was 
recommended by President Taft and passed by Congress 
(unanimously by the Senate and almost unanimously by 
the House) in 1909, and was ratified by the requisite 
number of states before the close of that administration. 
The first subsequent income tax law, in 1913, carried a 
normal rate of 1 per cent on the net incomes of indi- 
viduals and corporations, and a surtax running up to 6 
per cent on incomes above certain levels. It yielded about 
$70 million in 1914, less than ten per cent of that year's 
expenditures. 


From that time on, however, the taxes on individual and 
corpuiate incomes have become an increasing source of 
federal revenue. They are now estimated to provide about 
85 per cent of the tax revenue, with the expected yield 
in the current fiscal year over $50 billion. It was over 
$40 billion in the fiscal year 1951, and $30 billion in 1950. 

Under the present law, which took effect November 1, 
the number of individual incomes taxable will probably 
exceed 40 million; the total tax from this source is esti- 
mated at about $29 billion, compared with $26 billion last 
year, $19 billion in the fiscal year 1950. It would be 
divided among income (gross income) groups about as 
follows (not counting social security): under $3,000, 
$3.5 billion; $3-5,000, $6.2 billion; over $5,000, $16.2 
billion. Computed on the average income within these 
groups, the average tax on a gross income of $2,000 is 
increased from $158 to $176; on a gross income of $3,800 
from $344 to $382; on a gross income of $9,500, from 
$1,774 to $1,951. This is the second increase in the in- 
dividual income tax rate since the outbreak of the Korean 
war in 1950. 


The tax on incomes of corporations is estimated to 
yield $18 billion as compared with $14 billion last year. 
The normal tax on all corporate net income has been 
raised from 2834 per cent to 30 per cent; the surtax on 
net income over $25,000 remains at 22 per cent. In 
addition, an excess-profits tax (now 30 per cent) is 
levied on any excess of profits over whatever is counted 
as normal, but the maximum over-all rate on a corpora- 


tion’s net income is 70 per cent. There have been three 
increases in corporation income taxes in 1950 and 1951. 


Is It Just? 


Each step upward in income taxes has aroused contro- 
versy. The progressive feature, with rates rising at dif- 
ferent levels of income, is especially attacked as dis- 
criminatory, and as reflecting a “soak-the-rich” policy; 
but the justice of some discrimination has been recog- 
nized by most economists on the ability-to-pay principle. 
As the individual income-tax rates have continued to rise, 
ranging from 20 per cent on the lowest bracket of taxable 
incomes to 40 per cent upward on taxable incomes im 
brackets above $25,000, the policy of steeply graduated 
rates has been challenged as impairing or destroying the 
incentive essential to getting the utmost service from per- 
sons of superior earning capacity—presumably the most 
capable of rendering service. They would, it is argued, 
limit their service because they could retain only smaller 
proportions of rewards for extra effort. The same argu- 
ment is made with reference to corporation taxes—that 
a corporation will not seek to improve its productivity and 
expand its service, nor will investors provide additional 
capital, if the rate of taxation increases and taxes consume 
an ever larger proportion of profit it can retain in the 
business or distribute to its stockholders. 

No doubt there is a point where taxation may become 
so confiscatory as to lend force to this argument and to 
retard economic activity. So far, however, little evidence 
has been reported that the individual income tax, burden- 
some as it has become, has had a relaxing effect on indi- 
vidual effort. Some corporate ventures may have been 
deterred by the increased corporation tax burden; yet 
during the past few years of high taxes the investment 
of business in new plants and equipment, including the 
record amount of $23 billion in 1951, seems to indicate 
that the health of private business enterprise has not been 
seriously impaired. The effect of continuing the present 
tax rates indefinitely, or of imposing still heavier taxa- 
tion, might nevertheless be serious injury to the back of 
the vigorous camel the American economy seems to be. 


Is It Fair to the States? 


An argument also raised against the income tax is that 
it discriminates unjustly among the states. In the fiscal 
year 1951 more than 56 per cent of federal taxes collected 
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(maialy, of course, income taxes) came from six states— 
California, Illinois, Michigan, New York, Ohio, and 
Pennsylvania—which had only 39 per cent of the popula- 
tion. In New York, with a little less than ten per cent 
of the population, over 18 per cent of the total of federal 
taxes was collected. Attention is frequently called also, 
especially in Congress, to the discrepancy between fed- 
eral taxes collected and federal funds expended in a par- 
ticular state—as if these should be equalized. 

\Whether or not income taxes are imposed with an even- 
handed justice, the following considerations may be 
noted: (1) The purpose of the income tax amendment 
was to make clear the authority of Congress to levy in- 
come taxes without apportionment among the states ac- 
cordiiig to population. (2) Taxes paid by individuals or 
corporations in one state may be on incomes derived 
directiy or indirectly from economic operations reaching 
into other states. In the same way an automobile com- 
pany paying its federal income tax in Michigan may have 
derived the income from sales in many states, and its 
Michigan employes likewise are not engaged in a wholly 
local enterprise. (3) The expenditure of federal funds 
for activities in any state, if determined on the basis of 
the national interest, would have no direct relationship 
to the federal taxes collected from that state. It is true, 
of course, that practically each state’s representatives in 
Congress find within their state improvable rivers and 
harbors, sites for veterans’ hospitals and other public 
works, ete., where federal funds may be used advan- 
tageously (at least to the state or to a congressman). 


Proposal to Amend the Law 


forts have been made from time to time, but without 
much popular support, to repeal the income-tax amend- 
ment or restrict the authority of Congress to levy income 
taxes. One campaign, originating in 1938 with the so- 
called American Taxpayers Association, Inc. (connected 
with the well-known Committee for Constitutional Gov- 
ernment) was directed at state legislatures, that they 
might petition Congress to call a constitutional conven- 
tion to consider an amendment to restrict the rate of fed- 
eral taxation of incomes, gifts, and inheritance to 25 per 
cent. Such a resolution was passed by the legislatures 
of 15 states (seven legislatures which had previously 
passed such a resolution rescinded it later). Favorable 
action by 32 might lead to the calling of such a convention. 

If such an amendment should eventually be adopted, 
Congress would probably have to resort to other sources 
of revenue to take the place of the present surtax on indi- 
divual incomes, a considerable part of the taxes on larger 
corporations, and a part of the inheritance tax. An ex- 
tensive sales tax might be required. If the federal govern- 
ment should be allowed by Congress to cut back its serv- 
ices to those of an earlier day, should practice more 
economy in administration, and should be relieved largely 
of its present military expenditures, then it might be 
feasible, as the proposal suggests, to relieve corporations 
and individuals in the higher income brackets of a con- 
siderable part of their present tax obligations, without ad- 
ditional taxes from other sources. 

We quote! some comments on the incidence of the 
income tax by Randolph E. Paul, a lawyer who has been 
general counsel to the Treasury Department, lecturer on 
taxation at Harvard and Yale law schools, and a director 


1 Taxation for Prosperity. By Randolph E. Paul. Indianapolis, 
Ind., Bobbs-Merrill Company, 1947. 


of the Federal Reserve Bank of New York. “Is it basically 
fair to impose income tax upon a person whose income 
is inadequate to support himself and his family and who 
is already paying a substantial amount of hidden taxes? 
Apart from what is equitable, does the tax do more harm 
than good by cutting down the purchasing power of low 
income groups? ... The bulk of national income is in 
the lower and middle brackets. . . . By their spending the 
lower income groups keep the wheels of industry turn- 
ing; by their saving, if it is not excessive, plus their wil- 
lingness to invest—especially in risk ventures—the higher 
income groups provide funds for the expansion of the 
economy.” 

He adds that since the taxpayers in the middle brackets 
are both spenders and savers, “a selection of rates... 
involves a choice between the devil and the deep blue 
sea. Rates must not be so low that revenues are too 
greatly affected, nor so high that enterprise is unduly 
curtailed. ... I am sure that the correct rates are higher 
than will be popular, even with more liberal loss provisions 
and cther expedients to prevent hardship... . All of us 
are primarily concerned with disposable income—the 
money we have left after taxes. If high taxes help to 
keep the economy running in high gear and leave the 
people in the middle brackets with more money to spend 
in the long run, they are a boon, not a burden. They 
will not destroy the great middle class; on the contrary, 
they will help it to survive.” 

The Estate and Gift Taxes 


The present federal estate tax dates back only to 1916; 
the gift tax, to 1924. Inheritance taxes had been tem- 
porarily used in 1867 and 1898, and a number of states 
before 1916 had begun to levy progressive taxes on in- 
heritances. The purpose of taxation of this type has been 
at least partly to discourage the perpetuation of large for- 
tunes. The state taxes could be avoided or reduced by 
removal of residence to a state which did not levy such 
a tax or offered reduced rates. The top rate of the 1916 
Act was five per cent. The rates have been gradually 
raised until now they range from three per cent to 77 
per cent of the net value of an individual’s property 
above $60,000 transferred to others as a result of his 
death. Insurance is included. Deductions are allowed 
for gift taxes and state succession taxes paid—up to a 
certain per cent. 

The gift tax, first enacted in 1924 and temporarily 
repealed in 1926, was intended to circumvent avoidance 
of the estate tax by transfers of property prior to the 
owner’s death. Gifts not exceeding $3,000 to any one 
person in any year are exempt, and there is a lifetime 
exemption of $30,000. The rates are 75 per cent of 
estate tax rates. 

These taxes affect only a small proportion of the popu- 
lation. About one per cent of adults leave estates fed- 
erally taxable. Nor do the taxes yield a large revenue. 
The largest total in any year was $899 million; the esti- 
mate for fiscal 1952 is $730 million. Their importance 
is regarded as “out of all proportion to the number of 
people they affect and their revenue yield” (Paul, of. cit.). 
On the basis of encouragement of the distribution of 
large estates, they were supported by Andrew Carnegie, 
Theodore Roosevelt, Woodrow Wilson, Franklin Roose- 
velt, John M. Garner, and other leading figures in Amer- 
ican life during the past 50 years. 

The present laws, however, offer many loop-holes for 
tax evasion. The estate tax is not paid out of the pocket 
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of the person who has accumulated the property taxed, 
nor does it prevent adequate provision for dependents. 
But “estate tax planning” to avoid the tax is widely adver- 
tised, and through transfers, trusts, and other devices 
the impact of the tax is reduced or escaped. An objec- 
tion to the tax which seems to deserve consideration is 
that it may require in some cases the break-up of a 
family-owned property, or major interest in a property, 
the integrity of which it is in the public interest to main- 
tain. In general, however, the estate and gift taxes seem 
to be well anchored in our economy, and the social pur- 
pose of them generally accepted. Revision to remove 
inequities and inconsistencies and to close loop-holes is 
included in disinterested programs of tax reform. 


Excise Taxes 


Excise taxes, broadly defined, are depended on to pro- 
duce 15 to 20 per cent of the federal tax revenue. They 
include the taxes on alcoholic beverages, tobacco prod- 
ucts, gasoline sales, and on various sales and transfers. 

There are no substantial differences between the 1952 
and the 1951 excise taxes. They include manufacturers’ 
excises on automobiles, tires, firearms, lubricating oils, 
gasoline, matches, refrigerators, radio and television sets, 
musical instruments, electrical, gas, and oil appliances, 
electric light bulbs, and business machines—ranging from 
10 to 20 per cent. Presumably these are passed on to 
retailers and then to consumers. Retailers are taxed on 
sales of jewelry, furs, toilet preparations, watches, lug- 
gage, and diesel fuel oil. Other taxes are on issue or 
transfer cf securities, admissions and dues, telephone and 
telegraph services, and transportation fares. Tobacco 
products and alcoholic beverages are taxed at slightly 
higher rates than previously. It is expected that excises 
under the new law will yield over a billion dollars more 
than under the previous law. 

These are consumption taxes, in the main. Some of the 
items may be considered luxuries; others are regarded as 
at least near-necessaries, and are used by persons in all 
income brackets. Food and clothing, however, are not 
included. The high taxes on such widely used items as 
tobacco products and intoxicating liquors—usually ex- 
ceeding the manufacturers’ cost—are traditionally justi- 
fied on the ground that reduced use of them on account 
of higher prices would, in general, not impair health or 
be detrimental to the public welfare. 

When exemptions from income taxes are being con- 
sidered, it should be taken into account that there are no 
exemptions from excise taxes for users of any of the 
items included. 

A general uniform retail sales tax on all commodities, 
except perhaps food and clothing, and on various serv- 
ices is often considered as reaching all persons and pro- 
ducing a substantial addition to the revenue. Objections 
are that many states and cities impose such a tax now, 
and that it is regressive—most burdensome on lower- 
income groups. 

A general manufacturers’ sales tax of perhaps five per 
cent is proposed from some quarters as convenient of 
collection and not interfering with state or local levies. 
Objections raised are that it may be pyramided on the way 
from manufacturer to consumer, as the percentage is 
applied to a larger and larger base; and that it, too, is a 
regressive tax in its incidence on the consumer. 

Competitive or other conditions may often prevent the 
shifting of income taxes to others, in the form of “hidden 
taxes” often talked about ; but such conditions are thought 
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not so likely to stand in the way of the transfer of manu- 
facturers’ sales taxes. 

A spendings tax has been advocated as having im- 
portant advantages over the sales tax. According to this 
plan no tax would be imposed on spendings up to a cer- 
tain amount; then there would be successively steeper 
taxes on additional spending. It is argued that this tax 
would be based on ability to pay, stimulate saving, and 
encourage a fair distribution of goods and services. 


Customs Duties 


These taxes, imposed partly for revenue but also to 
protect American industry and agriculture from foreign 
competition, were for many years the principal source of 
government revenue, but now are a minor source. They 
are expected to yield about $620 million during this fiscal 
year. In the long run any revenue derived from customs 
must have charged against it the adverse effects which 
duties have on the volume of world trade. 


The Limits of Taxation 


Have we reached the limits of tolerable taxation—that 
is, the limits beyond which taxation cannot go without 
serious impairment of the nation’s economic strength, of 
incentives to increasing enterprise and productivity, and 
of the general welfare of our people? Most economists 
seem to believe we have at least come near those limits, 
in ratio of taxes to total output, though such effects are 
not yet demonstrable. It is hoped that the requirement of 
vast military expenditures will soon have reached a peak 
from which it may be substantially reduced. Then a 
lower level of government expenditure, and hence of 
taxation, may be maintained. 

In this connection it should be noted that the propor- 
tions of the total tax bill levied by the federal, state, and 
local governments have changed greatly during a genera- 
tion. In 1915 the proportions were: federal 30 per cent, 
state 18 per cent, local 52 per cent. In 1950 they were: 
federal 74 per cent, state 13 per cent, local 13 per cent. 

It is urged from various quarters that budgeted ex- 
penditures for military purposes, foreign aid, or domestic 
nonmilitaty services be substantially reduced to assure a 
balanced budget at a level of the tax yield at present rates. 
Economy in public expenditures is not so easily achiev- 
able, on account of pressures of various interests, as in 
a smaller private collective enterprise. Even a private 
corporation or organization often finds that internal con- 
ditions, as well as external, affect its ability to stabilize 
or reduce costs. The legitimate claims of stockholders or 
employes or departments are not always readily adjust- 
able to the requirements of a sound long-run policy. But, 
in the present national situation, there seems to be ample 
justification for more than casual scrutiny of government 
expenditures by some competent group reasonably free 
from pressure by or bias toward any special interest with- 
in or outside of government (if indeed that is possible !). 

There are many who would favor postponement of 
public projects which they deem “socialistic’—postpone- 
ment forever, in fact. There are others who resent any 
limitation, on account of the current situation, of domes- 
tic projects that would promote the general welfare. There 
are many who would cut down or even cut off foreign 
aid—at which they have always looked askance from an 
isolationist standpoint. There are others who would 
spread benefactions around the world, without regard 
either to our available resources or to the limitations of 
effective use. nd there are many also (perhaps now not 
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so many) who regard as wasteful extravagance the build- 
ing up of so great military power, with the lingering 
hope that our national security may somehow be safe- 
guarded otherwise. On the other hand, there are many 
who would spare no expense to put the nation imme- 
diately on a war basis and end all the diplomatic maneu- 
vering which has characterized our national policy. The 
existence and propaganda of such groups, however, 
should not be allowed to prevent a judicious survey of 
our national expenditures. 

It may be worth while to cite some remarks of one of 
our most well-balanced economists three years ago with 
regard to the whole matter of government expenditure 
afid taxation. Their validity for the long run deserves 
attention even in a time of emergency expenditures. 

“There are problems of avoiding conflict between pub- 
lic and private spending, but the need of an increased 
total [of public spending] is hard to deny. . . . There 
can be little question that increased spending in these 
categories [health, nutrition, education, and housing] is 
more useful than spending on the inanities of rhymed 
commercials, the worse-than-inanities of the perfume and 
patent medicine advertisements, and other forms of 
private spending that could be named. Such a shift would 
make the community’s spending more productive, not 
less.” 

“The main element of truth in the theory that pub- 
lic spending is a parasitic burden relates, not to the social 
productiveness of the services government renders, but 
to the mechanism for financing payment for them. There 
appear to be limits on the extent to which government 
can divert money incomes from what the owners want to 
do with ir to things the government thinks it should be 
spent for.’? 


Laymen’s Appeal for Ministers’ Salaries 


In a direct appeal from laymen to laymen, the National 
Committee on Ministerial Salaries of the United Church 
of Canada has written to the lay members of every 
official board in the Church, asking them to give their 
minister a cost-of-living bonus for 1951, and to see that 
the minister’s salary for 1952 is brought up to a figure 
commensurate with the increasing cost of living. 

The appeal, signed by John M. Pritchard, a Montrea! 
layman, chairman of the Committee on Ministerial Sala- 
ries, stated that “the officials of the pastoral charge must 
take the initiative.” The letter said that ministers are 
harder hit by the rising cost of living than most people 
and can de nothing about it themselves. 

Mr. Pritchard points out that the minister : 

1. “Is not a member of a group which bargains col- 
lectively or of an organization with spokesmen to present 
his claims. He belongs to a Christian fellowship and he 
is dependent upon the thoughtfulness and sincerity of that 
fellowship. ... 

2. “His income is fixed and, in most cases, too low to 
provide a margin with which to withstand the shock of 
rising prices, 

3. “He is expected to give his whole time to the con- 
gregation and not to supplement his income through other 
activities, nor to leave his calling for a more remunera- 
tive occupation. 

4. “Usually a car is essential in his work and here in- 
creased prices and operating costs have hit him hard. 


2 Guideposts in Time of Change. By John Maurice Clark, New 
York, Harper and Brothers, 1949. $3.00. 


5. “In 1939 salaries were admittedly low. Since then 
the cost of living has almost doubled. What about your 
minister's salary? A comparison of the present salary 
with that paid by your charge in 1939 will reveal the per- 
centage increase. If it is less than 90 per cent, your 
charge is really paying a lower salary and your minister 
is less able to meet his expenses than in 1939,” 

Mr. Pritchard, speaking on behalf of the committee, 
said that a Christian church may rightly be expected to 
set an example by voluntarily paying a salary related to 
the cost of living. 

Relevant to this is a note from the Pastors’ Minimum 
Salary Fund of the Ohio Baptist Convention. For a 
fiscal year ending in 1951, 28 churches contributed $3,200 
into the Fund. The Fund is being used in order to provide 
a minimum cash salary of $2,400 in certain parishes. 
Some of the results reported: 

An open-country church, with a part-time minister for 
many years, but in a field of real potential, has promised 
to consider calling a full-time pastor. 

Several rural churches, offered aid from the Fund to 
bring the salary up to $2,400, have voluntarily raised the 
entire amount themselves. 

In one instance a seminary graduate was called to a 
field because the Fund made an offer to undergird his 
salary if needed. 

At Oberlin, Ohio, the Baptist Church has called its first 
full-time pastor in several years. 

The administrators of the Fund, relying on contribu- 
tions from cooperating churches, are promising to under- 
gird the salaries in a number of charges for a period of 
three years. 


Sabbath Observance by Jews 


A concerted effort for a revitalization of Sabbath ob- 
servance in Conservative congregations will be under- 
taken by all constituent groups of the Conservative Move- 
ment of Judaism during the coming year, led by the 
United Synagogue of America, the organization of Con- 
servative congregations in the United States and in 
Canada. 

The National Sabbath Commission, composed of repre- 
sentatives of all national Conservative groups, serves as 
sponsoring agency for the project, with Sabbath Com- 
missions in 17 regions throughout the United States and 
Canada. The main task of implementation will be carried 
out by local Sabbath Observance Committees to be set 
up in every congregation affiliated with the Conservative 
Movement. 

“The Sabbath—Key to Jewish Living, Key to Inner 
Strength” is the slogan for the National Observance Ef- 
fort, aiming at both a sustained stimulation of interest in 
Sabbath observance and the practical training of men, 
women and children for participation in Sabbath cere- 
monies in the home and at public worship. A first pro- 
gram kit for local implementation has been distributed 
to all congregations and their affiliated groups. 

As a climax of the effort, the 1952 biennal convention 
of the United Synagogue of America in Boston, May 14 
to 18, will be devoted in its entirety to the theme of Sab- 
bath Observance. Dr. Emil Lehman, assistant executive 
director of the United Synagogue, is in charge of the 
National Sabbath Observance Effort. The office of the 
United Synagogue is at 3080 Broadway, New York 27, 
Y¥. 
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